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Gent lanens

we have considered your application for exesption under seotion 501(e)(3) of
the Internal Revenue Code of 1954.

The inforration sutraitted discloses that your organization was incorporated
under the laws of the State of [N o h

The information submitted also discloses that you will offer munagerent

rervices to varicus types of nursing hanes, ineluding public, private and
proprietory homss.

Section 501(e)(3) of the code provides for the exerption [ran Faderal incane
tax of organizations that organized and cperated exclusively for charltable or

oeducational purposes, no part of the net sarnings of which inures to any
individual,

Section 1.501(c)(3)~1 of the Incans Tex Regulations states that un
organizatior will be regarded as “operated exclusively” for one or nore exarpt
purposes only tf It enguges primarily in aetivities which accaplish one or
more of such exanpt purposes specifiad In section 801(c)(3). An organization
wili not be so regarded if nmore tha. an insubstantial part of its activities
ars not in furtherance of an exaupt purpose.

Seotion 1.501(e){3)-1 of the Incans Tux Regulations provides that, in order to
be exanpt as an organization desoribed in section 501(c)(3) of the code, an
organization must be both organized and opersted exclusively for one or imre
of the purposes spucified in that section., An organization is not operated

exclusively for an exarpt purpose if its primery activity ie carrying on en
unrelated trade or buriness.

We call your aitentivan to section 502 of the Internsai Revenue Code which deais
with organizations which are operated for the prlrary purposs of carrying on a
trade or business for prolit and whieh turn over all tneir profits to une or



lore orgenizat.~.g axept under secdtion 301 of the code. An organization ls
considerayd to be engaged in a trade or business where the aotivity is of a
kind ordinarlly carried on for profit, and Is regularly carried on in A mannae
similar to a ocounsrcial operations. -

Rave..uo Ruling 72-369,i312-3, .B. 245 holds that ai organizaticn formed to
provide managerial and consulting services at cost to unrelated exenpt
organizations does not qualify for exenptiwn.

A organization Is not exarpt, merely because its operations are not conducted
for the purpose of produxcing 2 prefit. To satisfy the "operational test™ the
organisation's resources sust be devoted to purposes thet qualify as
axclusively chac itable within the meaning of sestion 801(c)(3) of the code and
lhe applicable regulations. Providing menagerial service for a fee Is & trade
or business ordinerily carried on for profit. The fagt that the service is
provided for saie non-profit organisations 1s not suffigient to charaaterize
this activity as oharitable within the mesning of section 502(a)(3) of the
00(“‘ .

W have voncluded that you do not qualifly for exewption {ran Pedera! {ncams
tax a3 an organization described in secilon $61(ej(3) of the coue, in as nuch
as you are operating a ousincss. You are, therefocs, required to file incums
tax returns on Fom 1:39.

If you o not agree with .hase conclusions, you mmy request Appeals Office
considecation. To do this, you must suanit to the Listriet Director within 20
Jdays [ram the date of this letter, a statament of facts, low, and arguments,
in drplicate, which wiil clearly set forth your poaltion, You also nmust state
vhether you wish an Appeais Office conference. Any subtmission aust be signed
ty ocna of your principe: o(ficers. [f the mstier (s to be handled by a
ropresentativa, the (oaference and Practice Requiremsnts regarding the (lling
of a power of attorney anc evidence of enrollment to prastice must be met.

If you do not prot I tais proposed determination in 4 timely manner, It vill
be considered by the laternal Revenue Service as @ [iilure to exhaust
avallable aduinistrat.ve remedios. Section 7428(b)(2) of the Inlernal itsvenue
Code »rovides [n part thet, "A deslaratory judgmnt or decree undsr this
section shall not be isswed in any prooweding unless tha Tax Court, the Court
of Ulaims, or the Distriet wourt of the United States for the District of
(olubia determi nes thet thw organization involved has axhausted
adnii:lgtrative remsdies avaliablie to it within the Internal Revenue Service."



On final determinstion, esples of this letter will be tm te mun

State offieials in ascordance with sestien 6104(e) of tho Iatermal m
Code.

if we do not hear fram yeu withia the thme spesiflied, this mluua will
becans our detenainatioa ia the matter.

Very truly yours,

]
nqm fet Direntor

Enelosuces
Meblieation 593





